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PROPOSED  RULES 


CIVIL  AERONAUTICS  BOARD 

[14CFR  Part  399] 

(PSDR-47;  Docket  30891;  Dated  May  16, 1977] 

STATEMENTS  OF  GENERAL  POLICY 

Discount  Fare  Policy 

May  16,  1977. 

AGENCY:  Civil  Aeronautics  Board. 

ACTION:  Advance  notice  of  proposed 
rulemaking. 

SUMMARY:  At  the  present  time,  the 
Board  evaluates  discoimt  fares  proposed 
by  the  airlines  for  trips  within  the  48 
contiguous  States  on  the  basis  of  a 
profit-impact  test.  If  the  airline  con¬ 
vinces  the  Board  that  the  net  revenues 
from  the  fare  offset,  the  added  costs  of 
carrying  the  new  passengers  generated 
by  the  fare,  the  Board  permits  the  fare 
to  become  effective  without  investiga¬ 
tion.  It  is  often  diflScult,  however,  to 
determine  in  advance  whether  a  par¬ 
ticular  fare  will  meet  this  test.  Accord¬ 
ingly,  the  Board  has  decided  to  solicit 
public  views  on  whether  it  should  change 
the  test  for  evaluating  discount  fares, 
and,  if  so,  what  standards  should  be  used 
instead. . 

DATES:  Comments  by  July  25.  1977. 

ADDRESSES :  Comments  should  be  sent 
to  Docket  30891,  Docket  Section.  Civil 
Aeronautics  Board.  Washington,  D.C. 
20428.  Docket  comments  may  be  ex¬ 
amined  at  the  Docket  Section,  Civil 
Aeronautics  Board,  Ro(Mn  711,  Universal 
Building,  1825  Connecticut  Avenue  NW., 
Washington,  D.C..  as  soon  as  they  are 
received. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Richard  Juhnke,  Rates  and  Agree¬ 
ments  Division,  Civil  Aeronautics 

Board,  1825  Connecticut  Avenue  NW.. 

Washington.  D.C.  20428,  202-673-5436. 

SUPPLEMENTARY  INFORMATION: 
In  Phase  5  of  the  Domestic  Passenger- 
Fare  Investigation,  Docket  21866-5,*  the 
Board  concluded  that,  in  the  long  run. 
discount  fares  which  are  not  based  on 
cost  savings  are  imecmiomic.  However, 
the  Board  also  foimd  that,  in  the  short 
nm,  such  discount  fares  may  be  useful 
in  periods  of  excess  capacity,  in  develop¬ 
ing  new  routes  and  markets,  and  in 
stimulating  traffic  in  thin  markets 
served  at  low  load  factors  with  a  min¬ 
imum  service  pattern.  The  Board  there¬ 
fore  determined  for  purposes  of  pas¬ 
senger  fares  in  the  48  States,  to  allow  the 
carriers  to  offer  discount  fares  subject  to 
polices  designed  to  protect  normal-fare 
traffic  fr(«i  the  revenue  dilution  from 
discount  fares,  and  to  assure  that  the 
discount  fares  produce  favorable  results 
in  the  short  run.  In  the  latter  regard,  the 
Board  adopted  a  profit-impact  test  to 
measure  the  short  term  economics  of  a 
discount  fare,  and  a  policy  that  dis- 
coimt-fare  tariffs  should  be  marked  to 
expire  after  an  eighteen-month  period  to 
assure  that  the  fares  ccmtinue  to  be 


^  Order  72-13-18;  see,  also,  the  (pinion  and 
order  on  reconsideration.  Order  73-5-2. 


warranted.  These  policies  were  codified 
in  S  399.33(f)  of  our  Statements  of  Gen¬ 
eral  Policy  (14  CFR  399.33(f)),*  as 
follows: 

(f)  with  respect  to  discount  fares  not 
based  on  cost  savings: 

(1)  Carriers  should  be  free  to  utilize  dis¬ 
count  fares  within  their  managerial  discre¬ 
tion,  subject  to  the  conditions  that  such 
fares  are  not  unjustly  discriminatory  and 
meet  the  profit-impact  test  (l.e.,  that  they 
generate  sufficient  traffic  to  more  than  offset 
the  diversion  of  full-fare  traffic  and  the 
added  noncapacity  costs  associated  with  the 
generated  traffic  less  any  savings  In  cost  at¬ 
tributable  to  the  nature  of  the  service  pro¬ 
vided  to  the  discount  traffic);  and 

(2)  Promotional-fare  tariffs  should  con¬ 
tain  expiration  dates  not  to  exceed  18  months 
from  the  effective  date; 

As  these  policies  are  applied,  carriers 
proposing  to  initiate  new  discount  fares 
must  include  a  showing  of  profit  impact 
in  their  Justification.  This  requires  esti¬ 
mates  of  the  amount  of  traffic  that  will 
be  newly  generated  by  the  fare,  how 
much  traffic  will  instead  be  diverted 
from  other  fares,  and  the  net  added 
costs  attributable  to  carrying  the  newly 
generated  traffic.  If  carriers  wish  to  re¬ 
new  the  fares  after  their  initial  expiry 
date,  they  must  include  an  analysis  of 
profit  impact  based  on  the  actual  results 
of  the  fare. 

While  there  has  been  no  general  op¬ 
position  to  the  concept  of  the  profit- 
impact  test,  as  a  practical  matter  the 
test  has  been  difficult  to  administer.  This 
is  due  both  to  the  nature  of  the  test  and 
to  the  procedural  framework  in  which 
it  most  often  comes  into  play.  With  re¬ 
spect  to  newly  proposed  discount  fares, 
the  analysis  of  traffic  generation  and  di¬ 
version  is  a  prediction  of  future  behav¬ 
ior  which  cannot  be  reduced  to  mathe¬ 
matical  certainty.  Furthermore,  esti¬ 
mating  the  added  costs  attributable  to 
the  newly  generated  traffic  necessarily 
involves  some  degree  of  Judgment.  Even 
in  the  context  of  the  renewal  of  a  dis¬ 
count  fare,  an  evaluation  of  the  actual 
results  achieved  with  the  fare  still  pre¬ 
sents  the  problem  of  ascertaining  how 
many  passengers  who  used  the  fares 
were  passengers  who  would  have  flown 
in  any  event,  and  leaves  room  for  dis¬ 
pute  as  to  the  added  costs  attributable 
to  the  generated  traffic.  Moreover,  the 
profit-impact  analysis  is  most  frequent¬ 
ly  utilized  in  connection  with  carrier 
tariff  filings — i.e.,  the  decision  whether 
or  not  to  institute  a  formal  investigation. 
In  this  procedural  framework,  the 
Board  must  reach  its  determination  in  a 
very  short  period  of  time  on  the  basis  of 
written  pleadings  of  the  interested  par¬ 
ties  with  no  opportunity  for  an  in-depth 
examination  of  the  assumptions  and 
Judgments  imderlying  the  parties’  anal¬ 
yses.  * 

While  the  profit-impact  test  was 
adopted  in  Phase  5  more  than  four  years 
ago,  the  experience  gained  by  the  Board 
and  the  carriers  with  the  use  of  this  test 


*  PS-83,  February  7, 1975. 

*  Even  In  formal  Investigations  of  discount 
fares,  the  reliability  of  evidence  on  genera¬ 
tion,  diversion,  and  added  costs  has  been 
highly  disputed. 


has  not  narrowed  the  areas  of  dispute. 
Thus  the  Board  is  frequently  called  upon 
to  referee  disputes  among  competing 
carriers  as  to  whether  particular  dis¬ 
coimt  fares  should  be  permitted  to  take 
effect.  'The  Board  recognizes  the  unde¬ 
sirable  consequences  which  can  flow 
from  imprudent  use  of  discoimt  fares.  At 
the  same  time,  however,  the  suspension 
of  a  discount  fare  can  be  viewed  as  a 
determination  of  the  Board  that  a  car¬ 
rier  needs  to  be  protected  from  its  own 
managerial  decision;  suspension  further 
means  that  the  public  will  be  deprived 
of  the  potential  benefits  of  the  discount 
fare.  The  Board  is  troubled  by  having  to 
use  such  an  imprecise  test  as  the  profit- 
impact  analysis  for  the  basis  of  such  de¬ 
terminations. 

For  these  reasons,  the  Board  has  de¬ 
cided  to  explore  whether  the  profit-im¬ 
pact  test  and  18-month  expiry  period 
should  be  reevaluated.  The  Board  has 
not  concluded  that  there  necessarily 
should  be  a  change  in  the  way  in  which 
it  evaluates  discount  fares;  it  may  well 
be  that  with  all  its  imperfections,  the 
orofit-impact  test  does  perform  a  useful 
function  in  a  reasonably  reliable  man¬ 
ner  overall.  Nonetheless,  the  issue  is  of 
sufficient  concern  to  the  Board  that  the 
Board  believes  it  is  desirable  to  explore 
the  merits  of  the  present  standards  and 
possible  alternatives  to  those  standards. 
Thus  the  Board  is  interested  in  receiving 
comments  whether  a  change  in  the  pres¬ 
ent  policies  regarding  the  evaluation  of 
discount  fares  is  warranted,  and  if  so. 
what  policies  or  procedures  should  be 
used  instead.  To  stimulate  response  on 
these  issues,  we  have  listed  below  a  num¬ 
ber  of  possible  alternatives.  However, 
this  list  should  not  be  regarded  as  ex¬ 
haustive.  On  the  contrary,  the  Board  is 
receptive  to  other  suggestions  and  would 
be  particularly  interested  in  any  forms 
of  analysis  that  the  carriers  may  use  for 
their  own  evaluation  of  discount  fares. 

Alternatives  To  Present  Phase  5 
Policies 

A.  Eliminate  the  iprofit-impact  test  as 
a  standard  for  determining  the  reason¬ 
ableness  of  discount  fares,  and  allow  the 
carriers  to  offer  any  type  of  discount 
fare  unless  it  is  predatory  or  unjustly 
discriminatory.  ITie  requirement  that 
discount  tariffs  be  marked  to  expire 
within  18  months  would  also  be  elimi¬ 
nated.  This  is  essentially  the  approach 
we  adopted  for  the  mainland-Hawaii 
markets  in  our  recent  decision  in  the 
Hawaii  Fares  Investigation.  Order  76- 
10-37,  October  8,  1976.*  This  approach 
would  give  carrier  management  signifi¬ 
cant  fiexibility  in  pricing  discount  fares, 
as  well  as  the  resp)onsibility  for  the  con¬ 
sequences  which  may  flow  from  the  ex¬ 
ercise  of  that  flexibility.  Since  the 
Board  would  continue  to  remove  the  im¬ 
pact  of  discount  fares  from  computa¬ 
tions  of  the  normal-fare  level,  carrier 
management  wbuld  be  discouraged  from 
introducing  discount  fares  which  were 
uneconomic.  Presumably  carrier  man¬ 
agement  would  monitor  the  profita- 


*  Petitions  for  reconsideration  of  that  de¬ 
cision  are  pending  before  the  Board. 
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ability  of  discount  fares  and  discontinue 
those  adilch  were  unprofitable  and/or 
ceased  to  meet  the  goals  for  which  they 
were  designed. 

B.  Eliminate  the  profit-impact  test, 
but  require  the  carriers  to  show  that  the 
discount  fare  would  not  result  in  a  ma¬ 
terial  deterioration  in  service  for  nor¬ 
mal-fare  passengers.  With  this  as  a 
standard,  the  carrier  would  need  to  dem¬ 
onstrate  that  the  discount  fare  is  not 
likely  to  Impinge  on  the  availability  of 
seats  for  normal-fare  traffic.  This  could 
result  in  more  reliance  on  standby  fares, 
ci^jacity-control  restrictions,  or  peak- 
period  blackouts  than  is  now  the  case. 
This  standard  could  also  be  accompa¬ 
nied  by  an  expiry  requirement  to  allow 
periodic  reevaluation  of  the  fare. 

C.  Allow  any  new  promotional  fare  to 
go  into  effect  for  a  limited  period  of 
time,  such  as  twelve  months,  regardless 
of  profit  impact.  Upon  application  for 
renewal  of  a  discount  fare,  a  carrier 
would  be  required  to  demonstrate  that 
the  fare  met  the  profit-impact  test.  This 
approach  recognizes  the  difficulties  in¬ 
herent  in  deriving  reliable  generation/ 
diversion  ratios  without  the  benefit  of 
actual  experience.  The  carriers  would 
be  expected  to  acciimulate  a  body  of 
data  sufficient  to  provide  a  realistic  basis 
for  assessing  the  profit  impact  of  the  ex¬ 
perimental  fare.  In  order  to  avoid  sub¬ 
jecting  discount-fare  filings  to  the  prof¬ 
it-impact  test  required  for  renewal, 
however,  carriers  could  try  to  turn  an 
existing  discount  fare  into  a  “new”  pro¬ 
posal  by  making  only  minor  changes  to 
an  existing  discount. 

D.  Limit  C  above  to  promotional  fares 
accompanying  an  award  of  new  route 
authority.  This  approach  would  provide 
the  wide  pricing  latitude  needed  to  en¬ 
courage  rapid  development  of  a  traffic 
base  for  a  new  service.  It  also  recognizes 
that  meaningful  generation/diversion 
ratios  for  particularly  difficult  to  esti¬ 
mate  when  there  is  no  prior  experience 
in  the  market. 

E.  Retain  the  profit-impact  test,  and 
require  discount  tariffs  to  contain  an  ex¬ 
piration  date,  but  shift  the  burden  of 
proof  in  an  initial  filing  to  the  com¬ 
plainant.  The  proponent  carrier  would 
have  the  burden  of  satisfying  the  profit- 
impact  test  if  it  wished  to  renew  the 
fare.  In  administering  the  profit-impact 
test  the  Board  would  still  be  faced  with 
the  task  of  evaluating  the  reliability  of 
the  generation /diversion  ratios  and  cost 
analyses  submitted  by  the  complainant. 

F.  Allow  certain  types  of  discount 
fares  to  be  maintained  without  a  show¬ 
ing  that  they  meet  the  profit-impact 
test.  The  various  discount  fares  would 
need  to  be  categorized  within  a  compre¬ 
hensive  consistent  framework,  and  the 
Board  would  need  to  conduct  a  broad 
study  of  previous  discounts  to  determine 
which  ones  were  ecmiomic.  While  the  es¬ 
tablishment  of  a  clearly  defined  dis¬ 
count-fare  structure  would  alleviate  pub¬ 


lic  confusion  and  assure  carrier  manage¬ 
ment  that  tariffs  matching  the  Board- 
approved  design  would  not  be  suspended 
or  investigated,  the  existence  of  a  rigid 
structure  might  discourage  innovative 
pricing.  Also,  discount  fares  which  were 
profitable  in  one  time  period  might  not 
be  profitable  in  a  later  period  character¬ 
ized  by  different  economic  conditions. 

O.  Retain  the  profit- Impact  test,  but 
standardize  the  type  of  market  research 
necessary  to  prove  the  generation/diver¬ 
sion  ratio  and  provide  guidelines  mi  cost 
analyses.  Specific  comments  on  the  types 
of  analysis  which  prompt  management 
to  introduce  or  extend  discoimt  fares  will 
be  very  useful  to  the  Board  in  evaluating 
this  alternative.  Clear  guidelines  as  to 
what  constitutes  adequate  jxistlfication 
In  support  of  discount  tariff  filings  can 
minimize  carrier  burden,  as  well  as  sim¬ 
plify  the  Board’s  task  of  administering 
the  profit-impact  test.  However,  since 
discount  fares  are  designed  to  meet  a  va¬ 
riety  of  market  cmiditions  it  could  be 
very  difficult  to  determine  a  set  of  stand¬ 
ards  and  guidelines  which  would  be  ap¬ 
propriate  in  all  cases.  Clearly  defined 
standards  could  be  adopted  in  conjunc¬ 
tion  with  the  approach  outlined  in  C 
above.  In  this  case  only  renewal  filings 
would  have  to  make  a  showing  of  favor¬ 
able  profit  Impact.  The  supporting  data 
and  the  analytical  effort  required  could 
be  tailored  to  particular  discount-fare 
proposals.  A  carrier  would  have  been  on 
notice  since  the  fare  went  into  effect  that 
certain  data  would  be  required  upon  ap¬ 
plication  for  renewal. 

H.  Eliminate  all  noncost-based  dis¬ 
count  fares,  and  move  instead  toward 
greater  use  of  peak  and  off-peak  pricing. 
A  basic  problem  with  any  standard  for 
evaluating  the  effects  of  the  discount 
fares  offered  at  the  present  time  is  that 
those  discoimt  fares  are  uneconomic  in 
the  long  run;  the  problem  is  one  of  differ¬ 
entiating  between  “good”  below-cost 
xares  and  “bed”  below-cost  fares.  The 
replacement  of  that  kind  of  fare  struc¬ 
ture  by  greater  use  of  peak  and  off-peak 
pricing,  including  seasonal  and  day-of- 
week  pricing  differentials,  would  tend  to 
encourage  more  efficient  operations  in 
the  Irnig  nm  and  would  direct  price  re¬ 
ductions  at  specific  periods  of  excess  ca¬ 
pacity  much  more  effectively  than  in  al¬ 
ternative  B.  However,  it  may  be  difficult 
for  a  carrier  to  move  in  this  direction  so 
long  as  the  noncost-based  discoimts.  such 
as  excurison,  tour-basing,  and  group 
fares  continue  to  be  permitted.  In  c<m- 
nection  with  this  alternative,  the  Bureau 
of  Economics  has  recently  completed  a 
staff  study  into  the  relationship  between 
peak  and  off-peak  pricing  and  load  fac¬ 
tors.  We  are  attaching  this  study  as  an 
appendix  and  invite  comments  on  the 
study  as  well. 

The  Board  wishes  to  reiterate  that  the 
foregoing  Ust  of  alternatives  is  not  in¬ 
tended  to  be  exhaustive.  Moreover,  it  is 
recognized  that  there  are  a  number  of 


possible  variations  in  the  alternatives 
depending  on  such  factors  as  whether  or 
not  there  should  be  an  expiry  require¬ 
ment  and  how  long  such  a  requirement 
should  be.  The  Board,  after  receivmg 
comments  from  interested  persons,  will 
decide  whether  further  proceedings  in 
this  matter  are  necessary  and,  if  so,  what 
further  procedures  should  be  utilized. 

Interested  persons  may  take  part  in 
this  rulemaking  by  submitting  20  copies 
of  written  data,  views,  or  arguments  on 
the  subjects  discussed.  All  relevant  'ma¬ 
terial  received  by  the  dates  shown  at 
the  beginning  of  this  notice  will  be  con¬ 
sidered  by  the  Board  before  taking  final 
action  on  the  proposed  rules. 

Individual  members  of  the  general 
public  who  wish  to  express  their  interest 
as  consumers  by  informally  taking  part 
in  this  proceeding  may  do  so  by  sub¬ 
mitting  comments  in  letter  form  to  the 
Docket  Section,  without  having  to  file 
additional  copies. 

(Sec.  204.  403,  404,  and  1002,  Federal  AvU- 
tion  Act  of  1958,  as  amended;  72  Stat.  743, 
758.  760,  and  788,  as  amended;  49  U.S.C. 
1324,  1373.  1374,  and  1482;  and  5  U.S.C.  552.) 

By  the  Civil  Aeronautics  Board. 

Phyllis  T.  Kaylor, 
Secretary. 

Demand-Peaking  Problem 

A  STAFF  STUDY  BY  THE  BUREAU  OF 
ECONOMICS 

I.  Background.  In  Phase  6B  of  the 
DPFI,  the  Board  determined  that  a 
standard  load  factor  of  55  percent  would 
be  applicable  for  ratemaking  purposes  to 
the  48-State  operations  of  the  domestic 
trunk  carriers.'  Since  the  Board's  ad(H>- 
tlon  of  this  standard,  the  structure  of 
the  Industry  has  changed  markedly.  The 
greatest  changes  have  occurred  on  the 
supply  side  where  fuel  costs  have  sky¬ 
rocketed  and  the  efficient  use  of  our  finite 
fossil  fuel  resources  has  gained  new 
prominence  among  our  national  prior¬ 
ities. 

In  recognition  of  these  changes,  the 
Board,  on  August  19,  1975,  set  down  for 
reexaminaticm  the  question  of  whether 
the  current  55 -percent  standard  remains 
reasonable.  Specifically,  the  Board 
stated: 

We  Intend  to  reexamine  the  existing  stand¬ 
ards  In  terms  of  their  relationship  to  both  the 
level  and  structure  of  fares.  Thus,  the  Issues 
will  Include  the  overall  load  factor  standard, 
the  extent  to  which  load  factor  standards 
should  vary  for  different  classes  of  service, 
and  bow  the  load  factor  standards  should 
apply  at  varying  distances.  (PSi:xl-43,  p.  2) 

Pursuant  to  this  investigation,  a  pre- 
hearing  conference  was  held  which  re¬ 
sulted  in  the  productiCHi  of  detailed  daily 
service  segment  data  for  the  mid  month 
of  each  quarter  during  calendar  year 
1975  and  the  first  half  of  1976. 


*  See  Orders  71-4-54  and  74-3-81. 
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niis  wealth  of  heretofore  unavailable 
data  both  contradicts  assumptions  based 
on  the  best  information  previously  avail¬ 
able  and  provides  fuel  for  a  deeper  analy¬ 
sis  of  the  problem  than  would  otherwise 
have  been  possible;  indeed,  the  implica¬ 
tions  of  the  data  go  well  beyond  the  lim¬ 
ited  load-factor  issues  and  bear  strongly 
on  the  overall  industry  pricing  struc¬ 
ture — including  the  discount  fare  struc¬ 
ture. 

To  be  more  specific,  the  monthly  serv¬ 
ice-segment  data,  which  were  available 
prior  to  this  investigation,  show  that 
when  individual  flights  are  arranged  ac¬ 
cording  to  their  average  load  factors,  a 


normal  distribution  is  obtained.  In  other 
words,  a  bell-shaped  curve  emerges,  indi¬ 
cating  that  most  flights  have  load  factors 
which  are  near  the  overall  average  and 
only  a  relatively  few  flights  have  very 
high  or  very  low  load  factors.  It  had  been 
assumed  from  this  that  were  individual 
daily  departures  to  be  similarly  arrayed, 
a  normal  distribution  would  also  result. 
As  may  be  seen  from  comparing  Charts  1 
and  2  on  the  following  pages,  this  as¬ 
sumption  proved  to  be  false.  There  is  a 
larger  than  expected  number  of  full  or 
nearly  full  departures.  The  data  show 
further  that  this  phenomenon  is  particu¬ 
larly  pronounced  during  periods  of  peak 


demand.  What  this  implies  is  that  given 
the  existing  demand  patterns,  a  signifi¬ 
cant  increase  in  load  factor  would  risk  a 
sizeable  increase  in  passenger  rejection 
during  peak  periods.  This  will  b6  devel¬ 
oped  more  fully  below. 

A  fresh  look  at  the  load-factor  problem 
was  undertaken  with  this  newer,  more 
detailed  data  in  hand.  Because  demand 
peaking  was  foimd  to  be  an  important 
limiting  factor  on  the  degree  to  which 
load  factors  could  be  increased  without 
greatly  increasing  the  difBculty  of  ob¬ 
taining  a  seat,  some  attention  was  di¬ 
rected  toward  determining: 
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(a)  Whether  or  not  particular  aspects 
of  the  current  pricing  structure  tend  to 
aggravate  Uie  peaking  patterns,  and 

(b)  Whether  alterations  in  the  cur¬ 
rent  pricing  structures  could  be  designed 
to  effectively  reduce  demand  peaking. 

This  paper  is  an  outgrowth  of  the  analy¬ 
sis  directed  toward  the  load-factor  prob¬ 
lem  but  focuses  primarily  on  the  pricing 
implications  which  result  therefrom. 

n.  Demand  peaking.  The  demand  for 
air  transportation  is  characterized  by  in- 


^tense  peaking  by  month  of  year,  by  day 
of  week,  and  by  hour  oi  day.  This  peak¬ 
ing  is  graphically  illustrated  in  Charts 
3  and  4.  Revenue  passenger-miles  for 
August  1975  exceeded  the  level  achieved 
during  February  1976  by  29  percent 
overall  and  by  31  percent  and  10  per¬ 
cent  when  coach  and  first-class  service 
are  considered  separately.  Peaking  by 
day  of  week  was  also  severe  with  reve¬ 
nue  passenger-miles  for  Fridays  (the 
peak  day)  exceeding  those  for  Tuesdays 
by  27  percent.  While  coach  traffic  was 


seen  to  peak  more  strongly  than  first- 
class  traffic  on  a  monthly  basis,  the  (9- 
posite  is  true  by  day  of  week  where  a 
51  percent  differential  exists  between 
first-class  demand  for  the  peak  and 
valley  days.  The  steepest  traffic  peaking 
of  all  occurs  by  hour  of  day.  For  ex¬ 
ample.  during  August  and  November 
1975,  and  February  and  May  1976,  reve¬ 
nue  passenger-miles  for  departures  be¬ 
tween  1  pjn.  and  7  p.m.  were  24  times 
the  level  reported  between  1  a.m.  and 
7  ajn. 
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These  monthly,  daily,  and  hourly  peak¬ 
ing  patterns  are  remarkably  consistent 
when  broken  out  by  carrier,  by  length  of 
haul,  by  market  density,  and  by  num¬ 
ber  of  competitors.  While  some  differ¬ 
ences  do  exist  they  are  primarily  differ¬ 
ences  in  intensity  rather  than  differences 
in  the  timing  of  the  peaks  and  valleys.* 
(Appendix  A  consists  of  several  Charts 
which  illustrate  this  point.)  For  example, 
during  August  and  November  1975,  and 
February  and  May  1976,  revenue  passen¬ 
ger-miles  for  Fridays  were  32.8  percent, 
33.3  percent,  and  47.6  percent  greater 
than  those  for  Tuesdays  in  the  300,  700, 
and  2,500  mileage  blocks  respectively. 

The  intense  peaking  of  demand,  as  it 
currently  exists  has  a  substantial  effect 
on  load  factors.  High  load  factors  occur 


consistency,  of  course,  would  not 
hold  true  for  each  individual  market. 


during  demand  peaks  and  low  load  fac¬ 
tors  occur  during  demand  valleys.  For 
example,  the  average  load  factor  for 
August  1975  (62.3  percent)  was  18  per¬ 
cent  higher  than  that  for  February  1976. 
pnirther,  average  load  factor  achieved  on 
Fridays  during  August  and  November 
1975,  and  February  and  May  1976,  was 
27  percent  higher  than  that  achieved  on 
Tuesdays  during  the  same  period. 

m.  The  demand-smoothing  approach. 
As  noted  above,  prior  to  receiving  the 
detailed  daily  service  segment  data  made 
available  in  the  load  factor  investigation, 
it  seemed  reasonable  to  assume  that  since 
monthly  flight  load  factors  were  normally 
distributed  by  load  factor  point,  the  same 
would  hold  true  for  daily  load  factors.  (As 
Charts  1  and  2  above,  graphically  show, 
this  assmnption  was  proved  to'  be  fsdse.) 
Thus,  it  was  thought  that  a  relatively 
small  share  of  the  daily  departures  were 


full  or  nearly  full  and  that  a  mcxierate 
increase  in  the  mean  would  result  in 
only  a  minor  increase  in  passenger  re¬ 
jection.  The  greater-than-expected  dis¬ 
persion  of  daily  flight  load  factors  from 
the  mean  causes  some  concern  as  to 
service  levels  which  may  result — ^par¬ 
ticularly  during  peak  periods — if  the 
average  load  factor  were  to  be  increas^ 
substantially  by  a  tightening  of  sup¬ 
ply.  During  August  1975,  for  example 
17.5  percent  of  all  departures  had  coach 
load  factors  of  95  percent  or  more.*  Dur¬ 
ing  Friday  and  Sunday  (the  peak  days) 
this  percentage  increased  to  23.2  and  23.8, 
respectively.  Chart  5  illustrates  this  daily 
dispersion  of  load  factors. 


*  Another  13.2  percent  of  August  departures 
had  coach  load  factors  In  the  85-94  percent 
range. 
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The  steepness  or  intensity  of  the 
monthly,  daily,  and  hourly  traflBc  peaking 
pattern,  as  it  currently  exists,  provides 
an  important  limiting  factor  in  the  at¬ 
tainment  of  higher  load  factors.  Capacity 
is  geared,  in  large  part,  so  that  traffic  re¬ 
jection  during  peak  periods  will  be  mini¬ 
mized.  Low  load  factors  occur  during  de¬ 
mand  valleys  when  capacity  does  not  fall 
off  as  sharply  as  demand.  It  is  clear  that 
carriers  have  the  ability  to,  and  in  actual 
practice,  do  vary  the  supply  of  air  trans¬ 
portation  in  response  to  systematic  vari¬ 
ations  in  traffic.  It  is  also  clear,  however, 
that  the  degree  to  which  carriers  fluctu¬ 


ate  their  supply  falls  far  short  of  the  de¬ 
gree  to  which  i>assengers  fluctuate  their 
demand.  For  example,  in  February  1975 
passengers  limited  their  demand  (RPM’s) 
to  only  66.1  percent  of  the  August  level, 
while  carriers  reduced  their  supply 
( ASM’S )  to  85.4  percent.  Air  Carrier 
Traffic  Statistics  data  indicate  that  the 
failure  of  carriers  to  cut  back  February 
supply  to  the  degree  passengers  cut  back 
demand  caused  February  load  factors  to 
be  significantly  below  the  yearly  average 
in  each  of  the  last  5  years  with  the  ex¬ 
ception  of  1974  when  the  fuel  crises 
forced  carriers  to  limit  their  supply. 


Table  I 


Febraary  February 

RPM’s  as  per-  ASM’s  as  per¬ 
cent  of  year  cent  of  year 
ended  February  ended  February 


Load  fetors  (percent) 

February  Year  ended 

February 


1972 . - 

.  7.6 

8.0 

46.4 

48.8 

1973 . 

. .  7.4 

8.1 

47.7 

52.3 

1974 . 

.  7.4 

6.9  , 

57.7 

53.1 

1975 . 

.  7.0 

7.8 

48.6 

54.4 

1976 . 

.  7.8 

8.2 

53.2 

55.5 

A  Similar  situation  exists  by  day  of  week.  The  difference  between  Friday  (peak 
day)  and  Tuesday  demand  is  much  larger  than  the  difference  in  supply. 

Table  2 


Demand  > 

Supply  • 

Friday 

’Tuesday 

Friday 

Tuesday 

Total:  RPM’s  and  ASM’s  (000) . 

Per  departure  (pax  and  seats) . 

5,447,056 

71 

3,900,907 

58 

9,756,196 

121 

8,638,488 

121 

1  Data  for  the  midmonth  of  each  quarter  1975  as  submitted  by  trunk  carriers  in  this  proceeding. 


While  some  degree  of  capacity  varia¬ 
tion  is  clearly  feasible,  there  are  a  num¬ 
ber  of  factors  which  do  limit  carriers’ 
scheduling  flexibility.  Perhaps  the  most 
obvious  factor  is  the  indivisibility  of  the 
aircraft  unit.  It  is  simply  not  possible  to 
fly  half  an  airplane  during  periods  of 
slack  demand,  and,  while  aircraft  vary 
in  the  number  of  seats  they  contain,  sub¬ 
stitution  of  aircraft  is  restricted  by 
availability,  imion  contracts,  etc.  Thus, 
the  largest  portion  of  supply  variation 
stems  from  fluctuatiems  in  frequencies  or 
niunber  of  departures.  While,  some  load- 
factor  improvement  through  greater 
scheduling  fluctuations  would  be  feasi¬ 
ble,  and  would  cause  savings  in  certain 
elements  of  costs  (e.g.  fuel) .  aircraft  uti¬ 
lization  would  suffer. 


There  is,  however,  a  way  of  improving 
load  factors  and  lowering  costs  without 
increasing,  peak-period  passenger  rejec¬ 
tion  and  without  requiring  greater 
scheduling  flexibility  frexn  the  carriers. 
Although  the  systematic  peaking  of  de¬ 
mand  has  exhibited  a  substantial  limit¬ 
ing  effect  on  load  factors,  this  peaking 
pattern  is  not  itself  immutable.  'The  rig¬ 
orous  application  of  rational  peak  and 
off-peak  pricing  could  result  in  a  more 
evm  flow  of  traffic,  higher  overall  load 
factors,  and  lower  overall  fares.  If  de¬ 
mand  fluctuations  were  reduced  suffi¬ 
ciently  to  match  supply  fluctuations,  the 
peak  and  valley  load  factors  would  be 
identical. 

The  question  then  arises:  If  the  de¬ 
mand  fluctuations  which  limit  the  con¬ 


trol  of  load  factor  are  themselves  con¬ 
trollable.  should  not  the  load  factor 
standard  be  based  on  the  assumption 
that  they  will  be  controlled?  I  believe  the 
answer  to  this  is  yes.  The  advantages  of 
such  an  approach  to  the  load-factor 
problem  are  essentially  as  fellows: 

(a)  Since  capacity  is  geared  to  peak 
demand,  those  consumers  who  cause  the 
creation  of  peak  capacity  would,  as  a 
matter  of  equity,  be  asked  to  pay  the 
cost  associate  with  it. 

(b)  Consumers  would  be  p>ermitted  to 
make  the  economic  decision  of  whether 
or  not  the  convenience  of  a  peak-p>eriod 
flight  is  worth  the'  added  cost  associated 
with  the  creation  of  peak  capacity. 

(c)  The  difference  between  peak  and 
valley  demand  would  be  reduced  to  the 
extent  the  consumers  opt  for  lower  price 
over  higher  convenience. 

(d)  The  reduction  in  the  peak-  and 
valley-d«nand  differential  would  allow 
load  factor  to  rise  without  increasing 
either  the  current  degree  of  supply  fluc¬ 
tuation  or  the  level  of  peak-period  pas¬ 
senger  rejection. 

(e)  Average  costs  and  fares  would  fall. 

Peak  and  off-peak  pricing  is  not  en¬ 
tirely  new  to  the  airline  industry.  Per¬ 
haps  the  most  notable  experiment  with 
donand-differential  pricing  is  the  night- 
coach  fare.  As  Ap>pendix  B  clearly  shows, 
this  form  of  off-peak  pricing  has  sub- 
.stantially  improved  the  demand  and 
supply  relationships  where  it  is  used. 

The  availability  of  some  other  forms  of 
discount  fares  during  peak  periods,  how¬ 
ever,  has  served  to  aggravate  the  peak¬ 
ing  problem.  For  example.  Charts  6  and 
7  illustrate  the  sharper  peaking  of  dis¬ 
count  traffic  during  the  summer  months 
when  additional  capacity  is  flown  to  ac¬ 
commodate  the  seasonal  traffic  surge. 
P^lrther,  while  the  availability  of  data 
with  respect  to  discount-fare  traffic  by 
day  of  week  is  more  limited,  carrier  fil¬ 
ing  made  in  Docket  21866-5  with  re¬ 
spect  to  capacity-controlled  excursion 
fares  show  that  this  discount-fare  usage 
also  tends  to  worsen  the  d«nand  peaking 
problem  by  day  of  week — particiUarly  in 
the  long  haul  where  usage  of  such  fares 
represents  a  relatively  imi)ortant  share 
of^the  traffic  mix.  (See  Charts  8-12). 
While  there  is  some  tendency  for  these 
fares  to  alleviate  the  deep  demand  valley 
which  occurs  on  Saturday  in  the  short 
‘haul  markets,  the  general  peak-height¬ 
ening  effect  of  these  fares  is  clearly 
shown. 
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Because,  as  discussed  above,  much  of 
the  peak-caused  capacity  r^ains  dur¬ 
ing  valley  demand  periods,  any  peak- 
period  traffic  general^  by  discount  fares 
is  costly  traffic  indeed.  Thus,  a  fully  sys¬ 
tematized  program  of  peak  and  off  peak 
];Hlcing  would,  of  necessity  replace  the 
current  system  of  peak-causing  dis¬ 
counts.  While  such  a  system  of  demand- 
differenced  full  fares  would  vary  sub¬ 
stantially  with  time  of  travel,  it  would 
be  both  cost  justified  and  relatively  sim¬ 
ple  to  administer  when  compared  with 
the  current  plethora  of  discoimts  which 
include  cumbersome  requirements  as  to 


durati(m  of  trip,  ground  purchases,  etc. 

How  much  then,  can  load  factors  be 
improved  by  the  smoothing  of  demand? 
While  the  precise  answer  'is  xmknown, 
it  is  clearly  quite  a  bit.  For  example,  if 
mmithly  tr^c  volume  could  be 
smoothed  p^ectly  and  service  quality 
levels  maintained  at  the  level  offered  in 
August  1975,  annual  load  factors  would 
average  62.3  percent — 7.3  i>oints  ch*  13^ 
peremt  higher  than  the  current  stand¬ 
ard.  Further,  if  daily  peaks  were  also 
smoothed  perfectly,  it  would  be  possible 
to  increase  the  average  to  about  68  per- 


c^t.*  Peaking  by  time  of  day  yields  op¬ 
portunity  for  further  improvement. 

Of  course,  it  is  unreascmable  to  expect 
any  pricing  technique  to  smooth  peaks 
perfectly.  The  degree  of  demand  smooth¬ 
ing  which  would  result  from  such  a  pric¬ 
ing  system  is  a  function  of  the  amount 
of  the  fare  differentials  put  into  effect 
and  the  price  and  service  elasticities  of 
passengers. 


'Daily  service-segment  data  supplied  by 
the  carriers  shows  that  average  lo^  factors 
for  Friday  and  Sunday  In  August  1975  were 
67.6  and  67.9,  respectively. 


\ 


nOIIAL  MOISTtt,  VOL  4S,  NO.  100 — TUfSOAY,  MAY  24,  1977 


0 


[•■ill  I! 

1^, \l 

Hr  jf'iiii'  ii 

ir.j!!  r  i; 

’iflhr^^SKSis  I 

:|  I' 


!«!«K* 


iKs»^^«'«>>nrtf’icii>Vy’rH^%^r^ifw^vw^toSVV^^VN^^vsw^^w^SA<, 

SfSfeSSsK^KKHSSiSK^SJSSH®^ 

sKP-K»»:S«»!S!S5SS^!?«S^^^Kg; 


PROPOSED  RULES 


Chart  8 

COMPARISON  OF  FULL  FARE  AND  EXCURSION  FARE  PASSENGERS  BY  DAY  OF  WEEK 

(WEEK  ENDED  August  14,  1976) 

X _ O-SOO  Miles  _ _ _ _ 


Source:  Filings  made  by  American,  Braniff,  Delta,  Northwest, 
TWA,  United  and  Western  in  Docket  21866-5 
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Chart  9 

COMPARISON  OF  FULL-FARE  AND  EXCURSION-FARE  PASSENGERS  BY  DAY  OF  WEEK 


(WEEK  ENDED  August  14,  1976) 
501-1000  Miles 


f  F;* 


United,  and  Western  in  Docket  21866-5 
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Chart  10 

COMPARISON  OF  FULL  FARE  AND  EXCURSION  FAM  PASSENGERS  BY  DAY  OF  WEEK 

PAX 

(WEEK  ENDED  August  14,  1976) 

1001-1500  Miles 

Source:  Filings  made  by  American, 

IVA,  United  and  Western  in  Docket  21866-5 
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Chart  11 

COMPARISON  OF  FULL  FARE  AND  EXCURSION  FARE  PASSENGERS  BY  DAY  OF  WEEK 

(WEEK  ENDED  August  14,  1976) 

1501-2000  Miles 
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Chart  12 


COMPARISON  OF  FULL  FARE  AND  EXCURSION  FARE  PASSENGERS  BY  DAY  OF  WEEK 

(WEEK  ENDED  August  14,  1976) 


2001  Miles  and  Up 


Source:  Filing  made  by  American,  Braniff,  Delta,  Northwest,  TWA, 
United  and  Western  in  Docket  21866-5 
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How  then  can  prices  be  structured  to 
reduce  the  demand  variaticms?  The 
monthly,  daily,  and  hourly  traffic  peaks 
suggest  a  three-tier  pricing  structure. 
The  following  formula  has  been  designed 
to  develop  demand-differential  fares 
with  the  aim  of  smoothing  daily  peaks.* 


OFF-  V’C+(CC+  PLF) 

Peak  Fake 


PF  =  VC+ 


CC(ASf.ii+[AS^,,,. 

_ (A.Dm,  l.»,  <,gi' 

ADf^  aii 


'-^'PLF)]) 


Where: 

l’C»TEriabIe  cost  per  passenger 
CC-capacity  cost  seat 
X/)>actiial  demand  (passengers  per  day) 

X5>actual  capacity  (seats  per  day) 

PL peak  load  (actor,  and  subscripts  i,  i,  /,  and 
ni>day  ot  week 

This  formula  is  based  cm  the  premise 
that  were  demand  flat  rather  than 
peaked,  carriers  could  maintain  through¬ 
out  the  week  the  load  factor  which  they 
now  achieve  during  the  two  peak  days. 
Elach  passenger  then  is  charged  a  fare 
sufficient  to  cover  costs  at  this  peak  load 
factor.  In  addition,  since  it  is  assumed 
that  the  remaining  capacity  would  not 
exist  but  for  the  peaking  of  demand, 
peak-period  customers  are  ask^  to  pay 
the  cost  associated  with  this  capacity.  In 
other  wcN-ds,  peak-period  customers 
would  pay  both  the  cost  of  capacity  at 
the  peak  and  the  cost  of  that  off  peak 
capacity  which  is  above  the  amount  re¬ 
quired  to  produce  the  peak  period  load 
factor. 

Thus,  the  greater  the  excess  capacity 
during  off-peak  periods,  the  greater  the 
difference  between  peak  and  off-peak 
fares;  and  the  greater  the  fare  differen¬ 
tial,  the  more  Incentive  there  will  be  lor 
consumers  to  shift  demand  iMittems 
and  smooth  the  peaks.  The  ixpoess 
should  be  viewed  as  iterative.  In  other 
words,  the  peak  and  off-peak  diff«'en- 
tials  may  have  to  be  adjusted  from  time 
to  time  in  order  to  achieve  the  desired 
smoothing  of  demand^  while  avoiding 
the  creation  of  new  peaking  problems. 
Imposition  of  fares  based  on  the.  above 
formula  should  be  expected  to  alter  de¬ 
mand  patterns  substantially.  However, 
the  chance  that  peak  and  off-peak  fares 
developed  at  first  will  be  in  precisely  the 
right  proportlcm  for  optimal  demand 
smoothing  is  miniscule  indeed. 

To  give  an  idea  of  how  such  a  pricing 
system  could  work,  illustrative  fares 
have  been  worked  out  for  700 -mile  trip 
length.  See  Appendix  C.  The  resulting 
seasonal  and  dally  peak  and  off  peak 
fares  are  shown  on  Table  3  below.* 


‘The  same  formula  with  different  sub¬ 
scripts,  of  course,  would  be  used  to  develop 
monthly  and  hourly  fare  differentials. 

•Hourly  fare  differentials  were  also  com¬ 
puted,  but.  as  stated  In  Appendix  C,  the  data 
base  iq>pears  Inadequate  for  detomUnatlon 
of  relevant  hourly  fare  differentials. 


Table  S 


Ayerase  ooaU 
lare/pax 

Peeocnt  of 
ayengelor 
tripleafth 

700-Mi  trip . . 

tozss 

loao 

Peak  season . 

7184 

lias 

Peak  days . 

saao 

uas 

Offpaak  days _ 

(H.80 

iiao 

Offpeak  season _ 

58.14 

93.0 

Peak  days . 

8484 

104  9 

Offpeak  days _ 

53.73 

85.9 

While  the  changes  in  traffic  patterns 
which  would  result  from  such  differen¬ 
tials  cannot  be  measured  with  precision, 
if  we  assume  an  elasticity  of  —0.7  and 
and  if  we  assume  further  that  the  peak- 
peri(xi  locul  factor  will  be  maintained 
we  can  estimate  an  11 -point  load -factor 
improvement  which  coidd  be  obtained 
from  such  a  pricing  estimate.  See  Appen¬ 
dix  D.  This  estimate  of  changing  traffic 
patterns  may  be  viewed  as  conservative 
for  the  following  reasons: 

1.  While,  some  dis(x>unts  are  currently 
blacked  out  during  peak  periods,  those 
that  are  available  logically  (and  as 
demonstrated  by  Charts  (5-12  supra)  re¬ 
ceive  their  heaviest  usage  at  the  peak. 
The  impact  on  customers  using  peak- 
period  discounts  would  presumably  be 
greater  than  the  calculations  indicate. 

2.  A  simple  elasticity  calculation  does 
not  adequately  reflect  the  passoiger 
shifting  between  available  departures 
when  these  depcuTures  are  differentially 
priced.  Pleasure  travelers  will  be  more 
likely  to  shift  their  travel  time  than  will 
business  travelers.  While,  there  is  cur¬ 
rently  no  adequate  measure  of  the 
amount  of  demand  shifting  which  will 
occur  under  peak  and  <^-peak  pricing; 
the  likelihood  and  substantial  peak 
smoothing  from  such  pricing  techniques 
is  heightened,  since,  pleasure  travelers 
are  found  in  relatively  large  concentra- 
ticms  on  peak  days  of  the  we^. 

3.  Since,  as  will  be  discussed  below, 
there  is  some  indication  that  the  elas¬ 
ticity  for  price  decreases  is  greater  than 
for  price  increases,  the  traffic  snMothing 
effect  of  simultaneous  prk%  increases 
and  decreases  when  calculated  on  the 
basis  of  an  undifferentiated  dasticity  co¬ 
efficient  is  probably  understated. 

4.  No  allowance  has  been  made  for  the 
peak  smoothing  effect  which  could  be  ob¬ 
tained  from  peak  and  off  peak  pricing  by 
time  of  day. 

On  the  other  hand,  the  calculations  do 
not  take  into  SMX^nmt  the  degree  of  traffic 
variation  within  peak  or  off-peak  perlcxls 
and  the  degree  which  may  exist  after 
implementation  of  peak  and  off-peak 
pricing.  Nor  do  they  take  into  account 
possible  differences  in  elasticity  by  day 
of  week  and  month  of  year  due  to  dif¬ 
ferences  in  traffic  mix. 

On  balance,  we  believe  that  a  load- 
factor  improvement  of  between  5  ^d 
10  percent  would  be  reasonably  attain¬ 
able  from  the  demand-smoothing  tech¬ 
niques  discussed  her^n  with  no  signifi¬ 
cant  Increase  in  peak-period  passenger 


rejectioa.  Implemmtation  of  these  pric¬ 
ing  techniques  with  no  change,  or  a 
smaller  chsinge  in  the  curroit  load-fac- 
Uh*  standard  may  be  expected  to  result 
in  substantially  imiMoved  peak-perkxi 
service  quality.  In  other  words,  while  the 
average  annual  load  factor  would  re¬ 
main  about  the  same,  there  would  be 
fewer  empty  seats  in  valley  d«nand 
periods,  but  greater  seat  availability  dur¬ 
ing  the  peaks.  Further,  whatever  the 
load-factor  standard,  its  achievement 
could  be  attainable  with  less  scheduling 
fluctuations  than  under  the  current 
pricing  patterns,  thus  easing  the  attain¬ 
ment  (ff  higher  utilization  of  resources. 

It  should  be  emphasized,  however,  that 
peak  smoothing  through  demand  differ¬ 
ential  pricing  should  not  be  expected  to 
(xxur  overnight.  Given  the  iHofusion  of 
fares  now  available  to  the  traveling  pub¬ 
lic  and  given  the  diversity  of  the  traffic 
mix,  it  will  not  be  possible  to  calculate 
a  truly  optimum  schedule  of  peak  and 
(rff-peak  fares  without  some  testing  in 
the  market  place.  Thus,  provision  must 
be  made  for.  adjustment  to  any  such 
pricing  scheme  when  its  almost  inevitable 
flaws  become  visible.  Further,  should  a 
revised  load-factm*  standard  be  adopted 
based  on  such  pricing  changes,  that 
standard  should  be  phased  in  over  a 
period  of  time  sufficimt  to  allow  the  de¬ 
mand  smoothing  to  be  realized.  Assum¬ 
ing  an  increase  in  the  current  55-percent 
load-factor  standard  of  5  points,  size¬ 
able  effects  should  be  anticipated  over 
and  above  the  smoothing  of  traffic  flows. 

Of  course,  implementation  of  a  sys¬ 
tematic  schedule  of  peak  and  off-peak 
fares  such  as  that  discussed  above  would 
represent  a  drastic  (diange  in  the  current 
overall  pricing  structure  of  the  industry. 
The  obvious  question  arises:  Can  the 
benefits  of  demand  sm(x>thlng  be 
achieved  by  a  less  sweeping  overhaul  of 
the  fare  structure?  The  answer  is  yes. 
but  to  a  far  more  limited  extent.  While, 
the  current  system  of  discount  fares  has 
been  shown  to  worsen  demand  peaking, 
conditions  or  requirements  which  would 
eliminate  the  application  of  such  fares 
during  peak  demand  periods  would  tend 
to  ease  the  intensity  ot  the  -peaking.  Un¬ 
less  or  until  a  systematized  program  of 
peak  and  off-peak  pricing  is  imple¬ 
mented  the  effect  which  particular  dis¬ 
count  fares  will  have  on  traffic  flows  dur¬ 
ing  peak  and  valley  periods  should  be 
an  important  factor  in  determining  the 
reasonableness  of  such  fares.  This  would 
at  least  limit  the  degree  to  which  such 
fares  are  allowed  to  lower  service  quality 
to  full-fare  passengers  during  peak  pe- 
ri<xls,  and  lower  overall  load  factors 
and/or  utilization  rates. 

IV.  Effect  of  higher  load  factor.  Since 
an  important  benefit  attainable  through 
the  demand-smoothing  effects  of  peak 
and  off-peak  pricing  is  Increased  load 
factor,  the  effects  of  such  a  load-factor 
increase  are  relevant  in  the  considera¬ 
tion  of  the  pricing  policies  discussed  in 
this  pi^io:'.  An  increase  in  the  current 
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55 -percent  standard  from  55  percent  to 
60  percent^  would  have  a  marked  ef¬ 
fect  on  fare  level,  traffic  volume  and  fuel 
consumption. 

V.  Effect  on  traffic.  A  5 -point  increase 
in  the  overall  ratemaking  load-factor 
standard  would  result  in  an  8.24-percent 
.  reduction  in  capacity  costs.  In  other 
words,  instead  of  paying  for  1.82  seats  as 
is  now  the  case,  the  passenger  on  average 
would  be  asked  to  pay  for  only  1.67  seats. 
At  the  current  level  of  operations,  this 
would  result  in  an  average  fare  decrease 
of  about  5.5  percent.  If  we  assume  the 
Board’s  —0.7  elasticity,  therefore,  a  4- 
percent  overall  traffic  increase  would 
be  estimated. 

Serious  question  exists,  however,  as  to 
the  adequacy  of  this  estimate  in  this  in¬ 
stance.  Whether  or  not  the  —O.f  elas¬ 
ticity  reasonably  approximates  the  traf¬ 
fic  effect  of  across-the-board  fare  in¬ 
creases  question  remains  as  to  whether 
the  elasticity  for  price  increases  is  the 
same  as  that  for  price  decreases. 

This  question  is  particularly  pertinent 
when  it  is  recommended  that  the  load- 
factor  improvement  proposed  be  at¬ 
tained  through  peak  and  off-peak  pric¬ 
ing  techniques.  Under  demand-differen¬ 
tial  pricing  there  would  be  no  across- 
the-board  fare  change,  but  rather  simul¬ 
taneous  fare  increases  at  peak  periods 
and  fare  decreases  during  off-peak 
periods. 

In  view  of  the  above,  elasticity  regres¬ 
sions  were  run  in  an  attempt  to  answer 
the  question;  Is  the  elasticity  for  fare 
increases  the  same  as  that  for  fare  de¬ 
creases?  In  other  words,  will  all  traffic 
attracted  by  price  decreases  dry  up  when 
fares  are  raised.  Logic  dictates  that  some 
traffic  attracted  by  low  fares  will  re¬ 
main  even  if  fares  are  increased.  The  re¬ 
sult  of  the  regressions  support  this  logic. 
(See  T&ble  4) .  They  indicate  an  overall 


■  As  stated  above,  a  load-factor  Increase  of 
between  5  and  10  percent  appears  attainable, 
therefore,  the  effects  discussed  here  may  be 
deemed  conservative. 
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average  elasticity  of  —0.8,  but  elasticities 
of  —1  for  price  decreases  and  —0.5  for 
price  increases.  It  is  likely,  therefore,  that 
a  traffic  change  estimate  based  on  a  —0.7 
elasticity  will  be  imderstated.  The  impact 
on  traffic  of  a  5.5-percent  fare  increase 
assuming  elasticities  of  —0.7,  —1.0,  and 
—1.3  is  shown  below.* 


Tabi.k  4. — Summary  of  elasticity 


regressions 

Olwervalions  (n) 

80 

80 

80 

R» . 

a093 

ae!t2 

a692 

Standard  error  of 
mate . 

esti- 

an26 

a026 

ao2e 

F— ratio . 

18.746 

15. 120 

15. 120 

Durbin-Watson . 

1.402 

L406 

1.406 

Coeffirieiits  and  (stand¬ 
ard  errors);  Yield _ 

-a  8073 

-a  9779 

-a  5459 

Dummy  (price  increases). 

(a  1431) 

(a2378) 
a  4321 

(a  3241) 

Do . 

(a  4807) 

-a  4321 

ONF . 

a  4070 

0.3221 

(a  4807) 
0.3221 

ONP  (lag) . 

(a  4460) 
a8»78 

(a  4565) 
a9S59 

(a4.’i65) 
a  9859 

Trend . 

(a  4427) 
-a  0115 

(a  4540) 
-a  0121 

(a  4540) 
-a  0121 

Y— intercept . 

(a  0073) 
a0327 

(a  0073) 

a  0301 

(a0073) 
a  0301 

>  Quarterly  differences  for  calendar  years  10S5-75. 


Fare  decrease 

Assumed 

elasticity 

'Traffic  increase 

Percent 

5.5 . 

-a  7 

4.0 

.5.5 . 

-1.0 

5.8 

5J . 

-1.3 

7.7 

Of  course,  under  a  system  of  peak  and 
off-peak  pricing  an  additional  impact  on 
traffic  flows  may  be  expected.  That  is, 
some  passengers  who  would  continue  to 
fly  at  a  higher  fare  if  no  other  option 
were  available  to  them  may  choose  to 
alter  their  trip  plws,  if  to  do  so  will 
save  tiiem  money.  While  this  effect  will 


*  The  —0.7  elasticity  is  the  Board’s  determi¬ 
nation  ot  the  appropriate  elasticity  for  rate¬ 
making  purpoees.  The  —1.0  elasticity  Is  the 
result  of  the  elasticity  regression  discussed 
above  and  the  —1.3  elasticity  is  representa¬ 
tive  of  the  Bureau’s  position  In  Phase  7  of 
the  DFFI. 


not  change  the  overall  level  of  traffic  it 
will  change  traffic  flows. 

VI.  Effect  on  service.  The  impact  of 
the  recommended  increase  in  load-factor 
standards  on  service  levels  will,  of  course, 
depend  upon  the  ultimate  impact  on 
traffic.  The  5-percent  iherease  in  load 
factor  Implies  an  8.3-percent  decrease 
in  available  seat-miles  when  no  allow¬ 
ance  is  made  for  traffic  increases. 
With  traffic  increases  at  the  above  levels 
of  elasticity  of  4  percent,  5.8  percent,  and 
7.7  percent,  reductiims  in  capacity  of  4.7 
percent,  3  percent,  and  1.3  percent  are 
implied.  Again,  no  provision  has  been 
made  for  normial  traffic  growth.  During 
the  year  ended  December  31,  1976,  total 
dcxnestic  trunk  RPM’s  increased  10  per¬ 
cent.  Growth  of  this  magnitude  would 
eliminate  the  need  for  capacity  reduc¬ 
tions.  The  true  effect  on  service  would 
then  be  a  limiting  of  the  amount  of  in¬ 
creased  capacity  to  a  level  significantly 
below  what  would  otherwise  occur. 

VII.  Effect  on  fuel  consumption.  The 
effect  of  a  60  percent  standard  on  fuel 
consumption  would  depend  both  on 
traffic  changes  smd  on  the  schedule  and 
service  changes  made  by  carriers.  During 
1975,  fuel  consumption  averaged  29.76 
gallons  per  thousand  ASM’s.  (See  Ap¬ 
pendix  E) .  If  we  assume  that  this  figure 
would  remain  after  any  adjustments  in 
schedules,  fuel  consumption  per  thou¬ 
sand  RPM’s  would  bb  reduced  from  54.12 
gallons  to  49.61  gallons,  or  by  8.3  percent. 
Unless  we  assume  no  traffic  effect  from 
the  Increased  load  factor  standard  and 
a  zero-growth  rate,  the  total  reduction  in 
fuel  usage  will,  of  course,  be  less  than 
8.3  percent.  However,  there  can  be  little 
doubt  that  the  fuel  which  is  consumed 
will  be  used  more  efficiently  in  that  more 
transportaticHTValue  will  be  supplied  per . 
■  unit  of  fuel.  Further,  it  may  be  assumed 
that  some  portion  of  the  additional  pas¬ 
sengers  who  may  be  attracted  to  air 
travel  by  lower  fares  otherwise  would 
have  traveled  by  different  means.  There¬ 
fore,  to  the  e^nt  existing  capacity  is 
filled  by  diverted  traffic,  fuel  savings  will 
be  realized. 


PfOfRAL  RiOISTik.  VOL  42,  NO.  100— TUISOAY,  MAY  24,  1977 


PROPOSED  RULES 


26633 


Appendix  A — Demand  Peaking  bt  Day  or  Week 


KDflAL  tfOISTHt,  VOL.  42,  NO.  100— TUfSOAY,  MAY  24,  1977 


IB  BUI 


!5I9ts3fiS 


•■■■•I 

■■■isi 


PROPOSED  RULES 


AVERAGE  LOAD  FACTOR  BY  DAY  OF  WEEK 
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Appendix  B. — Cnmparitfon  of  ASM’a,  RPil'g,  and  load  faetorn  for  night-coach  and  nonnight-coach  /tights  of  the  domestic  trvnks 
and  local  serxHcc  carriers  in  the  cfjntincHtal  United  States  and  Alaska  for  1974  ^ 


Time  of  day 

ASM’S 

RPM’s 

Load  (actor 

Nisht  coach 

Nonnight 

coach 

Total 

Night  coach 

Nonnight 

coach 

Total 

Night  coach 

Nonnight 

coach 

Total 

0001  to  0059..^ . 

166,426,492 

18,501,358 

184,927,850 

104,388.952 

A  231, 713 

110,620.065 

62.7 

337 

568 

0100  to  0159 . 

63,738,078 

24.092.3(H 

87,830,382 

42,921,044 

8,288,067 

51,200,111 

67.3 

34.4 

563 

0200  to  0259 . 

6,513,390 

6,602,704 

13,116,094 

3,932.240 

2,541,106 

6,446,346 

604 

38.1 

49.2 

0300  to  0359 . 

15,763,795 

6,951,984 

22,715,779 

6,318,780 

2,670,538 

8,960,318 

4ai 

38.4 

39.6 

0400  to  0459 . 

0 

0 

X.  ® 

0 

•  0 

0  . 

060010  0559 . 

0 

1,119,800 

1,119,800 

0 

158,808 

158,806  . 

14.2 

14.2 

0600  to  0659 . 

13,912,668 

7,911,956 

21,824.624 

11,564,518 

2,032,516 

13,507,034 

83. 1 

25.7 

633 

0700  to  0759 . 

0 

189, 313, 943 

189,313,943 

0 

88,629,984 

88,629,964  . 

468 

468 

0800  to  0859 . 

■  0 

664,396,124 

664,396.124 

0 

335,864,748 

335,864,748  . 

566 

566 

0900  to  0959 . 

0 

792,694,025 

792,694.025 

0 

393,437,487 

393,437,487  . 

49.6 

49.6 

1000  to  1059 . 

0 

646,279,240 

616.279,240 

0 

324,892,800 

324.802,800  . 

50.3 

563 

1100  to  1159 . 

0 

534,772,338 

534.772.338 

0 

277,055,400 

277,055.400  . 

51.8 

51.8 

1200  to  1259 . 

0 

818. 128,881 

818. 128,881 

0 

441,305,348 

441,305,348  . 

539 

539 

1300  to  1359 . 

0 

663,006,624 

663.006,624 

0 

367,092,555 

367,692,555  . 

55.5 

55.5 

1400  to  1459 . 

0 

316,316,542 

316,316.542 

0 

183,531,078 

183.5.31,078  . 

58.0 

560 

1500  to  1559 . 

0 

322,445.547 

322,445,547 

0 

193, 120,805 

193,120,805  . 

59.9 

59.9 

1600  to  1659 . 

0 

470, 194, 153 

470, 194, 153 

0 

279,813,481 

279,813,481  . 

59.5 

59.5 

1700  to  1759 . 

0 

701,528,708 

701,528,708 

0 

302,444,396 

392,444.306  . 

55.9 

55.9 

1800  to  1859 . 

0 

474,521,958 

474,521,958 

0 

279,455,019 

279,455,019  . 

58.9 

569 

1900  to  1959 . 

0 

183,074,294 

183,074,294 

0 

113,796,294 

113,796,294  . 

62.2 

6l2 

2000  to  2069 . 

0 

178,479, 181 

178,479,181 

0 

92, 744, 569 

92.744,569  . 

52.0 

530 

2100  to  2159 . 

421,851,428 

36,222,488 

458,073,916 

279,194,796 

20,937,042 

300,131,838 

662 

57.8 

65.5 

2200  to  2259 . 

414,592,474 

30,174,608 

444.767,082 

25A686.197 

15,385,945 

272,072,142 

61.9 

51.0 

61.2 

2300  to  2400 . 

.  .  13,676,398 

150,689,175 

164,365,573 

7,335,484 

73,585.116 

80.920,600 

536 

48.8 

49.2 

Total . 

.  1,116,474,723 

7,237,417,935 

8,353,892,658 

712,342,011 

3,895,589,815 

4,607.931.826 

538 

538 

55.2 

t  Source;  Docket  2S510,  exhibit  BE-R-IOII. 

Appendix  C — Peak  and  Oft-Peak  Pricing 

PEAK  AND  OfT-PEAK  PRICING 

As  has  been  Indicated,  the  ability  to  ad¬ 
just  load  factors  by  manipulation  of  supply 
Is  hampered  by  the  potential  for  significant 
passenger  rejection.  This  potential  will  re¬ 
main  a  real  threat  as  long  as  the  Intensity 
of  the  monthly,  dally,  and  hourly  demand 
peaks  remains  unabated. 

The  obvious  answer  to  the  question  of 
how  best  to  modify  the  Intensity  of  demand 
peaks  Is  a  system  of  peak  and  off-peak 
pricing.  In  the  past,  discount  fares  have 
been  used  to  this  end  with  little  success. 
Thus,  a  new  scheme  of  peak  and  off-peak 
pricing  Is  needed — one  that  rigorously  de¬ 
fines  peak  and  off-peak  periods  and  the 
fares  applicable  thereto. 

As  described  In  the  text,  three  types  of 
demand  peaking  are  readily  iq>parent  In  the 
airline  industry — seasonal  or  monthly,  day 
of  the  week,  and  hour  of  the  day.  These 
peaking  patterns  suggest  a  pricing  struc¬ 
ture  that  reflects  differences  In  hourly  peak¬ 
ing  for  peak  and  off-peak  days  and  months. 
An  example  of  such  a  structure  has  been- 
developed  using  cost  data  for  a  trip  length 
of  700  miles  developed  under  Costing  Method¬ 
ology,  Version  6,  and  trafflc-ciq>aclty  and 
load-factor  data  supplied  by  trunk  carriers 
in  this  Investigation.  The  results  are  as 
follows: 

Peak  and  off  peak  pricing  schedule; 
arcrage  costs  or  fares  at  700  mi 


Total 

Season 

Day  of 
week 

Hour  of 
day 

Total . 

Peak  month.... 

Peak  day _ 

Peak  hour.... 
Oflpeak 
hour . . 

.  $63  52 

$7364 

$80.20 

6680 

$80.72 

78.54 

Peak  hour.. 
Oflpeak 
hour . . 

69. 18 

67.26 

Total  Season  Day  of  Hour  of 
week  day 


Oflpeak  month .  58. 14 

Peak  day . . . .  86.84 

Peak  hour . . .  67. 19 

Oflpeak 

hour .  65. 31 

Oflpeak  day . . .  53. 73 

Pei  hour .  .V4.01 


This  structure  was  computed  according  to 
the  methodology  described  on  page  22  of  the 
text.  The  results  Indicate  a  spread  between 
average  fares  for  peak  and  off-peak  seasons 
of  25  percent.  This  spread  Is  Increased  to  52 
percent  when  bo^h  dally  and  monthly  peaks 
are  considered  and  Increased  to  54  percent 
when  hourly,  dally,  and  monthly  differences 
are  all  considered.  The  modest  Increase  In 
the  percentage  when  hourly  demand  varia¬ 
tions  are  taken  Into  account  reflects  the  fact 
that  a  large  percentage  of  the  total  RPM's 
(about  80  percent)  occur  during  the  peak 
hours,  and,  thus,  the  cost  of  excess  off-peak 
capacity  can  be  spread  over  a  large  base. 
Further,  and  perhaps  more  Importantly,  It 
also  reflects  the  degree  of  demand  smoothing 
already  accomplished  by  the  Implementation 
of  night-coach  fares. 

Indeed,  the  night-coach  experience  offers 
an  historical  example  of  the  demand  smooth¬ 
ing  effect  obtainable  through  peak  and  off- 
peak  pricing  techniques.  Data  filed  In  the 
Domestic  Night  Coach  Fare  Investigation, 
Docket  26510,  Indicate  that  In  1974,  load  fac¬ 
tors  In  night-fare  segments  averaged  63.8 
percent  or  8.1  points  higher  than  day-fare 
segments  in  the  night-fare  markets.  Dur¬ 
ing  that  same  period,  non-nlght-fare  seg¬ 
ments  between  9  p.m.  and  6:59  a.m.  exhib¬ 
ited  load  factors  averaging  only  46.7  percent. 
It  can  be  concluded,  that  the  overall  load- 
factor  Improvement  in  the  night-coach  mar¬ 
kets  which  may  be  reasonably  attributed  to 
the  night-coach  form  of  peak  and  off-peak 
pricing  is  somewhat  greater  than  the  2.5- 
polnt  spread  between  the  average  day-fare 


load  factor  (55.7  percent)  and  the  overall 
load  factor  (M.2  percent) . 

In  view  of  the  foregoing,  the  existing,  al-  ' 
ready  partially  smoothed  demand  patterns 
may  be  seen  to  provide  an  Inadequate  base 
for  establishing  appropriate  fare  differentials 
between  peak  and  off-peak  hours  of  the  day. 

A  possible,  alternative  could  be  developed  by 
examining  the  demand  fluctuations  during 
peak  and  off-peak  hours  In  those  markets 
with  late  night  flights  but  without  night- 
coach  fares. 

Further,  It  should  be  made  abundantly 
clear  that  t'he  process  of  developing  peak  and 
off-peak  prices  will  be  iterative.  It  Is  simply 
too  much  to  expect  that  the  optimum  price 
differentials  can  be  developed  at  first  shot. 
After  such  pricing  Is  placed  Into  effect,  a 
period  will  exist  during  which  adjustments 
will  be  found  necessary.  Perfection  Is  a  goal 
to  be  worked  toward,  but  not  one  that  can  be 
instantly  attained. 

For  purposes  of  the  Illustrative  peak  and 
off-peak  fares  computed  herein,  peak  and 
off-peak  periods  are  defined  as  follows: 


Period 

Peak 

Oflpeak 

Month.. 

August . 

February,  May,  Novem¬ 
ber. 

I>ay.... 

Friday  and  Siuiday 

Monday,  Tuesday,  Wednes¬ 
day,  Thursday,  and 
Saturdav. 

Hour... 

8a.m.to6:59p.ni... 

7  p.m.  to  7:59  a.m. 

For  the  domestic  system  In  general,  these 
definitions  would  be  expanded  to  include 
June  and  July  as  peak  months  and  all  other 
months  as  off  peak.  The  day  and  hour  peak 
definitions  would  stand,  with  the  possible 
exceptions  of  holiday  periods. 

Undoubtedly,  optimum  peak  and  off-peak 
definitions  would  differ  In  some  areas.  For 
example,  monthly  definitions  In  North/South 
markets  could  differ  from  those  In  East/West 
markets.  Also  Saturday  may  be  included 
among  the  peak  days  In  some  markets.  The 
number  of  differences,  however,  should  be 
small  enough  to  allow  the  process  to  work. 
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Computation  of  peak  and  off-peak  fares  at  700-mila  trip-length  costs 


Peak  and  offpeak  tares— seasonal 


Peak  and  offpeak  Ives— seasonal  and  daily 

Peak  month  (Aucost)  Offpeak  months  (February,  May,  November) 


Cost/RPM . 

VC  at  30 pet . 

FC  at  70  pet .  A252< 

at  55.9  pet .  a  495e/A8M 

4  mo  RPM’S .  36. 89R,  .343 

Total  cost . . .  a  295. 391 

VC  at  30  pet .  998,617 

FCatTOpet .  2,906,774 

4  mo  ASM’s . . . .  65  816,  .526 

VC/RPM .  Z679^ 

FC/ASM .  a  5051* 


(1)  OPF=2.679<+(3A05-i-0.623) 

2.679^+5.626^=8.305^ 

$58.14/PAX  at  700  mi 

aS05rtl7,648,975+  (48,167,551-41  ,.568,734)1 

ilflOiffh 


(2)  PF=2.679^  +  t 


=2.679^+7.726#  =  10.405# 
$72.84/PAX  at  700  mi 


Proof; 

1 1 ,001 ,022X 10.405# = 1 ,144,656 
25,897,.321X  8.305#= a 150,773 
3,295,429. 


Total  cost-10.405#Xll,001,022-„ .  1,144,656 

VC  at  30  pet .  34a3R7 

FCatTOpet .  801,259 

RP.M’s .  11,001,022 

A.SM's .  17,648,975 

LF .  oas 

Cost  per:  < 

VC/RPM’s .  ■  a  122 

FC/ASM .  4.540 

Peak  day: 

RPM's .  a  873, 163 

ASM’s .  5,717,639 

LF .  67. 7 

Off  peak: 

RPM’s .  7,127,859 

ASM’s .  11,931,336 


(1)  OPF=3.122#+(4.540#+0.677)=9A28#  or  $68A0/PAX 

at  700  mi 

(2)  PF=3.122#  +  *jjyi^^^^^-<lj’M^ 

0^9/3^  l03 

=3.122#+8.346#=11.4a8#  or  $80.20/PAX 


Proof: 

3,87ai63X0.11468=  $444,174 
7,127,859X0.09828=  700,526 
1,144,700 


Total  cost=8.306#X253»7,321  =_ .  a  150, 773 

VC  at  30  pet .  645,232 

FCatTOpet .  1,505,541 

RPM’s .  25,807,321 

ASM’s .  48,167,551 

LF .  oas 

(?ust  ner: 

V^/RPM .  a  492# 

FC/ASM . a  126# 

Peak  day: 

RPM’s .  a7ia750 

ASM’s .  lA  460, 732 

LF„..^ .  ea3 

Off  peak: 

RPM’s .  17,18a  571 

ASM’s .  3a  706, 819 


(1)  OPF=2.492#+(3.126#^-0.803)-7.676#  or  a5a73/PAX 

.ox  .  3.126#(14,480,732+(3a706,819-2a496,80l)l 

(2)  PF-2.4.)2#+  - 

=2.492#+7.057#>9.549#  or  $06^4 


Proof: 

8,713,750X0.09549-  $832,076 
17,183,571X0.07676=1,310,011 
2,151,087 


Peak  and  offpeak  fares— Seasonal,  daily,  and  hourly 


Peak  month  and  days  Peak  month  and  offpeak  days  Offpeak  month  and  peak  days  Offpeak  month  and  offpeak  days 


Total  cost....  a  11468X3873163=444. 174 

YC  at  30  pet . '  13a252 

FCatTOpet .  310,922 

RPM’s .  3,873,163 

ASM’s .  5,717,639 

L.F .  67.7 

Cost  per: 

VC/RPM .  A  440 

FC/ASM .  5.438 

Peak  hour: 

RPM’s .  A  09a  784 

ASM’s .  A4W.7A5 

L.F .  69.9 


Offpeak  boor: 

RPM’s .  782,379 

ASM’s . 1,297,904 


0. 09828X7, 127, 859  =700, 526 
210,158 
490,368 
7,127,859 
11,931,336 
59.7 


A948 
_  4. 110 

5,688,031 

9,222,923 

61.7 

1,439,828 

2,708,413 


a  09549XA  71A  750=032, 076 
249,623 
582,453 
A71A750 
lA  460, 732 
6a3 

2.865 

A028 

7,101,706 

11,395,057 

62.3 

1,61A044 
A  065, 675 


a  07676X1, 71A  357= 1, 319, 011 
395,703 
92A30e 
17,18A571 
3A  706, 819 
51.0 


1A00A610 

20,560,973 

52.7 

A17A961 

7,145,846 


(1)  OPF=8.44O+(5.4S8H-0.e99) 

3.4404  7.780=11.220#  or 
$78.54/PAX 


OPF-2.948+(4.110-!-.617) 

2.9484-6.661=9.609#  or 
167.26/PAX 


OFF =2.865+(4.028  -(-0.623) 
2.865+6.465  =9.330  or 
$65.tl/PAX 


OPF-2.303+(2.736-!- .0.527) 
2.303+5.197-7.500#  or 
$52.50/PAX 


(2)  PF 


=A440+ 


5.438(4,419,735(1 ,297,904 
-1,119483)1 


A080,784 


4. 

PF-A948+- 


110(9,222,923(2,708,413 
_ -2433,595)) 


5,688,031 


PF -2.865+ 


4.028(11.395,057(3,065,675 
_ -2.587451)1 


7,101,706 


PF =2.303+ 


A739{26,560,97S(7,14S446 
_ -6,(a2,184)l 


14,004,610 


3.4404-8.091 =11.531#  or 
$80.72/PAX 

Proof: 

782,379X0.11220=  87,783 
3.090,784X0.11531  =356498 


2.948+6.935=9.883  or 
$09.18/PAX 

Proof: 

1.439.828X0.09609=  138,353 
5,688,031X0.09883=562.148 


2.8654-6.734=9.699  or 
$67.19/PAX 

Proof: 

1,612.044X0.00330=150,404 

7.101.706X0.09599=681,693 


2.30845.413=7.716#  or 
$54.Q1/PAX 

Proof: 

3,178,961X0.07500=  238,422 
14,004,610X0.07716= 1,080496 


444,181 


Toasoi 


832,067 


1,319,018 


FfDERAL  REGISTER,  VOL  42,  NO.  100— TUESDAY,  MAY  24,  1977 


f 


PROPOSED  RULES 


26643 


Dittribution  of  supply  and  demand  by  dai 
of  the  tceek;  August  and  Xovember  1975, 
and  February  and  May  1976 


Period 

RPM’s 

(000) 

ASM’s 

(000) 

Load 

factor 

4>month  total . 

Peak  month  (August). 

.  38,898,343 
.  11,001,022 

65,816,526 

17,648,975 

56.1 

62.3 

Peak  days: 

Friday . 

Sunday . 

.  1,968,364 
.  1,904,799 

2,913,308 

2,804,331 

67.6 

67.9 

Total . 

.  3,873,163 

5,717,639 

67.7 

Offpeak  days: 

Monday . 

Tuesday . 

Wednesday.... 
Thursday . . . . 
Saturday . 

.  1,396,700 
.  1,246,957 
.  1,269,086 
.  1,430,406 
.  1,874,710 

2,283,303 

2,264,341 

2,273,587 

2.312,745 

2,797,360 

61.2 

55.1 

55.8 

61.8 
63.8 

ToUl . 

.  7,127,859 

11,931,336 

59.7 

Offpeak  months . 

.  2.5,897,321 

48, 167,551 

53.8 

Peak  days: 

Friday . 

Sunday . 

.  3,893,686 
.  4,820,064 

6.486,853 

7,973.879 

60.0 

6a4 

Total . 

.  8,713,750 

14,460,732 

60.3 

Offpeak  days; 

Monday . 

Tuesday . 

Wednesday.... 

Thursday . 

Saturday . 

.  3,563,200 
.  3,083,515 
.  3,333,404 
.  3,438,517 
.  3,764,935 

7,042.739 

6,533,248 

6,481,642 

6,429.262 

7,219,928 

5a6 

>47.2 

51.4 

53.5 
52.1 

Total . 

.  17,183,571 

33,706,819 

51.0 

Distribution  of  supply  and  demand  by  hour  of  day^  August  and  Xovember  1975  and  February  and  May  1976 


Peak  month  (August) 


Oflpeak  months  (February,  May,  and  November) 


Hour  of  day 


Peak  hours; 

8  a.m.  to  8:59  a.m... 

9  a.m.  to  9:59  a.m... 
10a.m.  to  10:59  a.m.. 

11  a.m.  to  11:59  a.m. 

12  noon  to  12:59  p.m. 

1  p.m.  to  1:59  p.m... 

2  p.m.  to  2:59  p.m... 

3  p.m.  to  3:59  p.m... 

4  p.m.  to  4:59  p.m... 

5  p.m.  to  5:59  p.m... 
0  p.m.  to  0:59  p.m... 

Total . 

Offpeak  hours: 

7  p.m.  to  7:59  p.m... 

8  p.m.  to  8:59  p.m... 

9  p.m.  to  9:59  p.m... 

10  p.m.  to  10:M  p.m. 

11  p.m.  to  11:59  p.m. 

12  Midn  to  12:59  a.m. 
1  a.m.  to  1:59  a.m... 
2a.m.  to  2:59 a.m... 

3  a.m.  to  3:59  a.m .. . 

4  a.m.  to  4:59 a.m... 
5a.m.  to 5:59 a.m... 
0a.m.  to  0:59  a.m... 
7  a.m.  to  7:59  a.m... 


RPM's  ASM’s 


Load 

factor 


RPM’s 


Factor 


February 

May 

November  Total 

February 

May 

November  Total 

758,638 

1,344.313  . 

.  562, 852 

632,633 

514.629  . 

1,  '205, 726 

1,234.978 

1.0M.331 . 

961,156 

1,660,228  . 

.  760, 353 

771,400 

689,800  . 

i;  433;  060 

li  484, 117 

L  347. 613  ■ . 

817,890 

1,250,063  . 

.  629,056 

655,308 

587,866  . 

1.170,392 

1,199,516 

1,125,425  . 

094.863 

1,053,359  . 

.  446.934 

540,814 

459,367  . 

880,7-29 

986.906 

914.735  . 

1, 129,041 

1.618,011 . 

.  816, 000 

839,097 

739,253  . 

1,476,807 

1,480.962 

1,379,387  . 

841,423 

1,210,441 . 

.  611,305 

067,792 

564.574  . 

1,066.565 

1, 173,236 

998,013  . 

559,185 

813,999  . 

.  494. 008 

477,868 

416,261 . 

815,299 

778,707 

679,814  . 

.500,547 

836,002  . 

.  444, 591 

475,098 

411,919  . 

749,014 

784.185 

096;  739  . 

097,990 

1,046,728  . 

.  593,899 

008,825 

564.765  . 

1,001,950 

965,971 

952,813 . 

825,725 

1.294,900  . 

.  737,452 

788,011 

002,571  . 

i;296i206 

1,305,470 

1,136;  826  . 

790,433 

1,291,258  . 

.  630,829 

684,937 

503, 154  . 

1,104,572 

1, 195, 188 

1,056,758  . 

8,036,891 

13,419,902 

64.4  6,727,879 

7,142,443 

0,204.159  20,074.481 

1-2,226.922 

12,609,316 

10,372,454  35,208,092 

57.0 

329,817 

561,515 . 

_  309.410 

286,044 

231,454 

446,842  . 

_  181,019 

174,877 

309,841 

576;879  . 

_  223,475 

227,155 

351,143 

650,307  . 

_  295, 899 

277,268 

147,425 

240,090  . 

_  72,371 

106,006 

240,366 

309,416  . 

_  122,896 

91,618 

73,577 

11,414 . 

_  49,006 

28,000 

30,735 

53,677  . 

_  24,468 

12,302 

14,378 

27,016 . 

_  14, 648 

12.759 

28,158 

51,530  . 

_  6,559 

6,981 

5,087 

1<  184 . 

_  3,276 

2,036 

81,082 

157,118 . 

_  54,053 

57,545 

347,145 

674;  878  . 

_  383, 297 

294,336 

259,857  . 

.  541,397 

534,312 

476,706 

174,719 . 

.  394;542 

551, 149 

364,036 

189,044  . 

.  468,244 

449,302 

404;  375 

235,813  . 

_  605, 235 

551,729 

495, 166 

57,774  . 

_  157,005 

its;  525 

12s;  487 

114;  575  . 

_  308,547 

204,795 

254,123 

20,065  . 

.  111,120 

70,207 

52,178 

13.  T2» . 

_  54,788 

27,587 

29,119 

15,723  . 

.  36,871 

37,352 

30,587 

5,606  . 

_  21,415 

21,895 

18,780 

3,773  . 

.  16,215 

6,685 

15,346 

46.  .377 

.  135, 916 

12^466 

10S»262 

304,295  . 

-  592;346 

002;  278 

001;  776 

Total .  2,190,208  3,934,800  55.7  1,581,037  1,577,083  1,401,950  4,500,070  3,343,041  3,104,282  2,980,007  9,487,930  48.1 

Grand  total .  10,827,099  17,354,708  02.3  8,308,910  8,719,530  7,000,109  24,034,551  15,570,503  15,773,^9^^1%  ^401  44,090,022 

Peak  as  percent  of  total.  79.8  77.3  . .  81.0  81.9  81.0  81.5  78.5  79.9  77.7  78.8  . 


■  Total  RPM's  and  ASM’s  do  not  equal  monthly  totals  because  some  flights  could  not  be  matched  by  hour. 


a 
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Appewdix  D. — Computation  of  load  factor  obtainable  through  peak  and  off-peak  pricing  on  a  daily  and  monthly  baitis 


RPM’s  * 

ASM’s  • 

Load 
factor ' 

Percent 
change  in 
(are  > 

Trafldc 
adjust¬ 
ment  * 

Adjusted 

RPM’s 

ASM's  adjusted 
for  monthly 
traffic 
change  t 

Load 

(actor 

AMS’s  ad¬ 
justed  for 
daily 
change  * 

Load 
foe  tor 

Load 

foctor 

increase 

+mo  total _ 

..  .36,898,343 

65,816526 

.56.1  .. 

37,129,500 

59.176441 

62.7 

55.316221 

67.1 

11.0 

Peak  month . 

..  11,001,022 

17,648,975 

62.3 

+165 

0.8986 

6885,518 

16867,605 

62.3 

14,832,463 

667*17 

Peak  days.... 
Off-peak  days. 

.3,873,163 

7,127,-859 

5,717,639 

11,931,336 

67.7 

59.7 

+28.3 

+10.0 

.8399 

.9355 

6253,070 

6668,112 

4,805,126 

10,027,339 

67.7  .. 
66  5  .. 

Off-iieak  month... 

..  25,897,321 

48,167,551 

53.8 

-7.0 

1.0520 

27,246962 

4.3,  .305, 836 

62.9 

40,480,758 

67.3".' 

Peak  days .  8,713,750  14,460,732  60.3  +6.9  .  9644  8,316,403  .  12,153,133  68.4 

<>ff-I>eakdays...  17,183,571  3.3,706,819  51.0  -14.1  1.1020  18,936,295  .  28,327,625  66.8 


>  Souree;  Daily  service-segment  data  supplied  by  trunk  carriers  for  August  and  November  1975,  and  February  and  May  1976. 

-  Fare  differentials  comimted  in  app.  C. 
t  A.ssumes  an  elasticity  of  —.7. 

•  ASM's  are  adjusted  to  maintain  peak  month  load  factor  while  maintaining  the  existing  ratios  with  offpeak  periods  and  within  the  month. 

*  A.SM’s  are  ad|usted  to  maintain  Au^st  peak •<iaylo.td  factor  while  maintaining  the  existing  ratios  of  ASM’s  between  peak  and  offpeak  within  the  month  and  while 
maintaining  the  existing  ratios  of  ASM's  betwiTii  months. 


.VppEJfiiix  E. — Fuel  connuniption  and  potential  savingn  midmonth  of  eac^t  quarter  1975 


llomi'stic  trunks 


February  May  August  November  Total 


Scheduled  operations  revenue  aircraft-miles 
(thousands): 

Mixed  settees . 11.5,506 

All  cargo .  3,672 

Total . 119,178 

Percent  of  mixed  to  total . . .  96. 9189 

48-8tale  scheduled  services: 

( iallons  of  fuel  used .  470,462,171 

Percent  allocation  to  mixed  services _  96, 918!t 

(Sailons  used  in  mixed  services . .  45.5, 966  761 

Scheduled  ASM's  (thousands) . ^  15, 131,039 

(iallon  per  ASM . . .  .  030135 

Gallon  per  KP.M  at  55  percent  LF .  .051791 

Gallon  per  KPM  at  60  percent  LF .  .050225 

Savings  per  RPM . . . 


126791 

132,512 

116,990 

489,799 

4,093 

3,777 

6227 

16769 

126884 

136,289 

120. 217 

506568 

968213 

97,2287 

97,31.57 

97,0729 

500,  .392, 388 

535,642,279 

470, 281,  .506 

l,*.i76776344 

*16,8243 

97,2287 

‘♦7,31.57 

97.0729 

484,501.427 

576796025 

457,657,740 

1, 918, 916  065 

1636<'>.431 

17.706921 

15,264.819 

66  471.210 

.029603 

.0294a< 

.029981 

.029764 

.053824 

.053471 

.029981 

.054116 

.04<.*338 

.049015 

.01*9968 

.019607 

.004509 
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